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Introduction Ecuador 
Taxation in Ecuador is part of a series that presents information on 
taxation in various countries of the wor ld. The book is intended to 
supply information of a general character regarding taxation in 
Ecuador for use as background when considering the conduct of 
business in that country. Specific questions should be answered by 
reference to the laws and regulations of the country and by consul-
tation with professional advisors in the light of the particular 
circumstances. 
Taxation in Ecuador is published in two forms: in a loose-leaf edi-
tion and as a bound book. Only the loose-leaf edition may be supple-
mented or revised. These supplements wi l l appear on blue-colored 
sheets inserted at the end of the book. These supplementary pages 
wi l l be keyed to the original text by chapter and section numbers and 
should always be read in connection with the original text. In 
addit ion, revised information may be presented on pages inserted 
in the basic text to replace original pages. Revisions of this type are 
indicated by a date that appears on the bottom of each replace-
ment page. 
Rules governing taxation are subject to change and reinterpretation, 
in many cases with little or no advance notice. The information in 
this book is based on material available to Deloitte Haskins & Sells 
as of January 1979. 
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Chapter 1 Ecuador 
Tax Legislation 
and Administration 
1.01 Enactment of Tax Legislation 
In recent years, political authority in Ecuador has alternated between 
military and popularly elected governments. At present, the power to 
tax is entirely in the military government. Since May 1 970, tax laws 
have been enacted by decrees, which are signed by the Minister 
of Finance and the President of the Republic, and usually become 
effective on the date of publication. 
The present income tax law originated in February 1964, and has 
been amended throughout the years. Early amendments were incor-
porated in the income tax law issued on August 24, 1971, and the 
income tax regulations issued on September 21, 1971. Numerous 
amending decrees have been issued subsequently. 
1.02 Tax Administration 
The Office of the Director General of Revenue is the division of the 
Ministry of Finance which is responsible for tax administration. This 
government agency has overall responsibility for examining tax-
payers' records, processing assessments, interpreting tax laws, 
investigating violations, collecting taxes, and similar related mat-
ters. This Office is located in Quito, the capital of Ecuador. Sub-
offices carry out many of the administrative and collection matters 
on the province level. 
1.03 Judicial Review 
If a taxpayer disagrees with a decision of the tax authorities, he may 
file an appeal within 20 working days after the date of the assess-
ment notice. The appeal is in the form of a letter to either the pro-
vincial sub-office or, to avoid delays, directly to the Office of the 
Director General of Revenue. The Director General of Revenue wi l l 
arrange a meeting with the taxpayer, and within 90 days must de-
cide on the tax matters. If a final decision is not issued within the 
90-day period, or if the taxpayer is not satisfied with the decision, 
the taxpayer may appeal again. This appeal is to the Tax Court, and 
must be filed by an attorney. 
Any resolution issued by the Director General of Revenue that re-
duces taxable income,as originally determined, more than 
S / . 500,000* must be approved by the Minister of Finance. Unless 
the Minister rules unfavorably within 30 days, the resolution of the 
Director General of Revenue is construed as approved. Decisions of 
the Tax Court are not subject to this requirement. In cases where tax 
* S stands for Ecuadorian sucres. 
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reductions are ordered, the Director General of Revenue wi l l issue 
credit certificates to the taxpayer. These may only be used to offset 
future tax liabilities. 
The Director General of Revenue and the Minister of Finance may 
sign agreements with taxpayers, within specified l imits, granting 
extensions of time for the payment of income taxes. Also, in certain 
cases, fines imposed may be reduced or eliminated. 
1.04 Taxes Imposed by Local Authorities 
Real estate taxes are levied by municipalit ies. Other taxes imposed 
by local authorities include an annual trading license tax, 
transfer taxes on the sale of real property, and various taxes payable 
on incorporation. These taxes are not significant in the 
overall Ecuadorian tax structure. 
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Chapter 2 Ecuador 
Distinctive Features of the 
Ecuadorian Tax System 
2.01 Summary 
The income tax system in Ecuador has several unique aspects. Per-
sonal income is classified into the categories of income from invest-
ments, personal businesses, salaries, and professional fees in 
excess of certain ceilings, as explained in 10.01. Each category of 
income is subject to a separate (proportional) tax. In addition, the 
combined income of all categories is subject to an overall tax at 
progressive rates. The individual income tax also applies to part-
ners. Partnership income is taxed directly to the individual partners, 
whether the income is distributed or not. Individuals are allowed 
personal exemptions and specified deductions in determining tax-
able income (Chapter 10). The same tax rates apply to residents and 
nonresidents. 
Domestic corporations and l imited liability companies are, theoret-
ically, taxed on undistributed profits and not on their entire net 
profit. The Ecuadorian tax code is often interpreted as not imposing 
an income tax, but, instead, taxing earnings only when distributed 
in the form of dividends or transfers to retained earnings or reserves. 
In practice, however, the corporate income tax situation is similar 
in many respects to that of the United States. Af lat corporate 
income tax rate is applied to all earnings, and this tax is prepaid 
during the year in three instalments, as described in 4.02. An 
income tax declaration is filed within 90 days after the year-end, 
and any balance of tax due is paid at that time. 
An annual shareholders' meeting is held at which time the financial 
statements are approved, cash dividends are declared, and three 
types of expenditures are approved even though they are manda-
tory by law. These three types are: income tax payments, employees' 
profit sharing (12.02), and the transfer to the legal reserve (9.07). 
Dividends paid to local shareholders are not subject to withholding 
tax. The local recipients gross up the amounts received in their 
personal income tax returns and use the income taxes paid by the 
corporation as a tax credit (in the year of receipt) in computing 
their personal tax liability. 
Dividends paid to foreign shareholders (non-Ecuadorian residents) 
are subject to withholding taxes. These taxes are withheld by the 
company and transmitted to the tax collection authorities with a 
withholding tax form in the month fol lowing the payment. Any cor-
porate income tax payments are treated as tax credits to offset the 
withholding tax (Chapter 5). 
The fil ing of consolidated income tax returns by a parent company 
and its subsidiaries is not allowed (9.03). 
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Both individual and corporate income taxes are subject to the sur-
taxes discussed in 3.03. Tax credits are allowed to corporations 
for income taxes paid abroad (Chapter 11). 
2 .02 Classification of Taxpayers 
There are three broad classifications of taxpayers under Ecuadorian 
tax laws: 
1. Individual taxpayers, which includes partners, are subject to tax 
as noted below. 
2. Resident corporations and l imited liability companies are subject 
to income tax, as noted in 2.01. 
3. Foreign corporations and branches of foreign corporations that 
are doing business in Ecuador are subject to tax, as noted in 3.02. 
Business entities may operate in Ecuador in several legal forms. 
Most foreign investors operate as a corporation, branch, or l imited 
liability company. Foreign investment in Ecuador must be in accord-
ance wi th the Andean Pact regulations and requires prior approval 
by El Consejo Superior de Comercio Exterior (Foreign Commerce 
Advisory Council) and the Central Bank of Ecuador. 
Corporation. A local corporation may be established with a minimum 
capital of S / . 500,000, and is the legal entity commonly adopted. 
The corporation must have at least five stockholders. Restrictions 
are imposed by the Andean Pact on the percentage of shares that 
may be owned by foreigners, and the provisions of the Andean 
Pact should be reviewed by all foreigners contemplating an invest-
ment in the Andean Pact countries of Bolivia, Chile, Colombia, 
Ecuador,and Peru. 
Branch. A company may operate in Ecuador as a branch of a foreign 
corporation. All earnings of a branch, regardless of their disposi-
tion, are taxed as dividends remitted abroad. 
Limited Liability Company. This is a relatively new form of business 
entity. The minimum capital is S / . 100,000 and the liabilities of its 
partners are l imited to the capital invested. The capital of such 
companies is represented by capital shares. The company must 
have at least two partners and not more than 25. Foreign indi-
viduals may be partners, but not foreign corporations. This form 
of entity is utilized infrequently by foreign investors. The income of 
l imited liabil ity companies is taxed in the same manner as that of 
domestic corporations. 
Partnerships. Partnerships may be organized in two different forms: 
as a Compañía en Nombre Colectivo in which all partners are 
jointly and separately liable for all actions taken by any partner in 
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the firm's name and a Compañía en Comandita, which has general 
partners and limited partners. Among other legal differences be-
tween these partnership forms, l imited partners are liable only to 
the extent of capital invested, provided the names of l imited part-
ners are not part of the firm's name and they do not participate in 
management. 
Partnerships are not taxed, nor are they required to file returns. 
Partnership income is taxed to the partners, whether or not dis-
tributed (10.01). 
2.03 Territorial Concept of Income Taxation 
Ecuador generally taxes income only from Ecuadorian sources; 
that is, income arising from activities within Ecuador. This in-
cludes, however, remuneration paid within Ecuador to foreign 
recipients for services performed abroad (5.02) .The tax law does 
not contemplate situations in which Ecuadorian taxpayers pay 
foreign income tax on income unrelated to Ecuadorian activities. 
2.04 Tax Year and Base Period 
Both corporate and individual tax returns are filed on a calendar-
year basis. Corporations may request permission to use another 
fiscal year, but such permission is granted infrequently. 
A company that commences operations in the first six months of a 
year must file its first tax return for the period ending December 31 
of that year. For a company that commences operations after June 
30, the first tax return covers the period ending December 31 of the 
fol lowing year. 
2.05 Tax Incentives 
The Industrial Development Law, codified in September 1971, 
provides significant tax incentives to new and existing industrial 
companies as a means of encouraging the establishment or mod-
ernization of industries that wi l l aid in the development of Ecuador. 
The nature and extent of these incentives depend primarily upon 
the classification granted to the company (Special, Class A, or 
Class B) under this law. Generally, these tax incentives include: 
exemption from income tax on reinvested earnings, subject to 
certain l imitations; exoneration from customs duties on imports of 
equipment, spare parts, and raw materials, subject to certain 
l imitations; the granting of tax credit certificates on export sales; 
exemption from various taxes payable upon incorporation, amend-
ment of bylaws, and transfers of real property; and exemption from 
payment of the capital tax (impuesto sobre capital en giro), 
mentioned in 13.05. 
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These incentives are modified from time to time. Extensive docu-
mentation is required to obtain them and interested investors should 
contact the Industrial Development Center in Quito, which is an 
off icial ly sponsored organization. Significant tax benefits are also 
available for qualified companies engaged in the fishing and artisan 
industries and those whose main activity involves tourism. 
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Income Taxes 
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Chapter 3 Ecuador 
Tax Rates 
3.01 Individuals 
The income tax burden on resident individuals consists of : 
1. Progressive tax rates on combined income ranging from 10% on 
taxable income of S / . 10,000 to 50% on taxable income over 
S / . 3 mil l ion. 
2. Flat rate (proportional) taxes on net income in each of four cate-
gories. The income categories and the tax on each are: 
Wages and salaries of employees 6% 
Income from professional services 6% 
Income from work combined with use of capital 6% 
Income from capital alone 18% 
Both individual and corporate tax rates are subject to the surtaxes 
discussed in 3.03. 
3 .02 Corporations 
Corporate income is subject to income tax of 20%, plus surtaxes 
(3.03) if income tax exceeds S / . 4,200. If the tax exceeds S / . 4,200, 
the entire tax (not just the excess) is subject to surtax. 
Domestic corporations and l imited liabil ity companies are required 
to distribute at least 50% of net income. Transfers to the legal 
reserve and other reserves are not considered part of distributed 
income. The income distributed to foreign shareholders is subject 
to a withholding tax (Chapter 5) .As noted in 2.01, dividends dis-
tributed to resident shareholders are not subject to withholding. 
These shareholders gross up the dividends received and credit the 
corporation income tax against their own tax l iabil i ty. 
Foreign Corporations. Foreign corporations registered to do busi-
ness in Ecuador, and branches of foreign corporations doing 
business in Ecuador, are taxed at 40% plus surtaxes on all earnings 
except those reinvested in Ecuador. It is assumed that all earnings of 
foreign corporations are immediately distributed abroad. However, 
any earnings of foreign corporations that are capitalized in the 
form of stock dividends, or transferred to the legal reserve, are 
taxed at the regular corporate income tax rate of 20% plus surtaxes. 
Nonresident Enterprises and Individuals. Professional fees for 
services rendered by nonresident enterprises or individuals are 
subject to withholding, which is in the nature of a final tax. The 
rates vary depending on several factors (Chapter 5). 
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3.03 Surtaxes 
As a form of financial assistance to universities, all income tax-
payers, individuals as well as corporations, whose income tax 
exceeds S/ . 4,200 are required to pay a national surtax of 11% of 
their entire tax. Thus, the effective tax rate for most corporations 
is 21.76% (20% + 11%). 
A second surtax applies to individual or corporate income derived 
from the provinces of Guayas (for purposes of transit commission) 
and Manabí (for purposes of rehabilitation) whose capitals are 
Guayaquil and Portoviejo, respectively. This surtax is 8% of the 
income tax payment. Thus, a corporation whose entire income is 
derived from Guayas or Manabí, and whose income tax before 
surtaxes exceeds S / . 4,200, is taxed at an effective rate of 
23.04% (20% + 11% + 8%). 
The regular income tax is not deductible, but both surtaxes are 
deductible. The deductibility of surtaxes has been taken into 
account in computing the effective tax rates. 
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Chapter 4 Ecuador 
Returns, Assessments, and 
Payment of Tax 
4.01 Returns and Assessments 
Annual tax returns must be filed by all taxpayers, except taxpayers 
domiciled abroad without an agent in Ecuador, whose incomes have 
been subject to income tax withholding. 
The income tax returns of corporations are due within 90 days after 
the end of the calendar or fiscal year. The corporate tax returns 
must be signed by the company's president, manager, and an 
accountant licensed by the National Federation of Accountants. The 
income tax form filed by corporations includes an income state-
ment, a balance sheet, and a statement indicating the disposition of 
earnings. The format is almost identical to that of the annual return 
filed with the Superintendency of Companies (13.04). 
Personal income tax returns are also due within 90 days of the end 
of the calendar year, except that those whose incomes consist only 
of salaries have until April to file their returns. If the circumstances 
warrant, extensions of time for filing may be authorized, but the 
taxpayer must indicate that he has made the required advance 
payments of tax (4.02). 
The taxpayer, the accountant, and the auditor are responsible for the 
accuracy of the income tax return. Amendments must be filed 
within six months and prior to examination of the tax return. 
Arithmetical errors may be corrected at any time. 
Salaries and many other types of payments are subject to withhold-
ing tax. The payor is responsible for withholding the appropriate 
amount (Chapter 5), and for filing a return and transferring the 
amounts withheld to the tax authorities within the fol lowing month. 
In addition, employers who withhold tax on wages, and on certain 
other payments, must file an annual report by January 31. This 
report states the annual compensation paid to each employee and 
the total tax withheld. A similar record must be provided to each 
individual. 
4.02 Payment of Tax 
Corporations are required to make advance payments of income tax 
based on 80% of the previous year's tax. For a calendar-year 
taxpayer, 50% of the advance tax payment is due by July 31, 25% 
by September 30, and 25% by November 30. Prepayment by a 
non-calendar-year taxpayer is due on a similar time schedule (50% 
by the end of the seventh month, etc.). 
If it appears, after six months, that a loss wi l l be sustained or that 
taxable income wi l l be substantially lower than in the previous year, 
the taxpayer may file a request for total or partial exemption from 
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the tax prepayment requirements. The alternative is to overpay taxes 
and request a refund. However,the refund process is cumbersome 
and often unsuccessful, and generally leads to a tax review of 
all open tax years. 
New corporations and those that reported losses in the preceding 
year must make advance payments based on a declaration of 
estimated income for the year, which is filed within the seventh 
month of the year. In all cases, the final actual tax payment is due 
when the tax return is filed. 
4 .03 Examination of Returns 
Tax returns are normally examined on the taxpayer's premises by an 
inspector from the provincial sub-office of the Director General of 
Revenue. Personal income tax returns are rarely examined, except 
for taxpayers with the highest incomes. 
Inspectors have authority to discuss a tax deficiency with a taxpayer 
and to settle a case by proposing a cash payment, which is usually 
reasonable. Such assessments are subject to review, however, and 
an investigation is not considered closed until it has been reviewed 
by off icials of the Office of the Director General of Revenue. A tax-
payer may appeal a tax assessment, as outlined in 1.03. 
The statute of limitations for increasing assessments is three years 
from the date the return is filed, and seven years if a tax return was 
not filed. The statute of limitations on the collection of taxes by the 
authorities is ten years from January 1 of the year in which the 
assessment was issued; but this period is extended if the taxpayer 
acknowledges the debt at any t ime. 
When a commercial or industrial business is purchased, the pur-
chaser has no liability for prior taxes provided the change in owner-
ship is notified to the Director General of Revenue within 30 days 
of the change. Without such notice, the purchaser is jointly liable 
with the prior owner for income taxes for three years prior to 
the change in ownership. 
4.04 Interest and Penalties for Late Filing and Late Payment 
The penalty for late fil ing is 2% per month of the income tax due up 
to a maximum of 100% of the tax due, and subject to a minimum of 
S / . 100. The penalty for not filing is from S / . 200 to S / . 2,000, 
depending on the importance and nature of the enterprise's 
business activities. 
Amended returns filed timely (within six months) are subject to a 
penalty of 1 % per month of the additional income tax due. 
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Additional taxes based on an examination of the taxpayer's return 
can result in penalties ranging from 10% to 300% of the additional 
taxes payable, depending upon the circumstances. A 1972 decree 
removed penalty and interest charges based on tax audits, provided 
the taxpayer pays the additional assessment within 30 days of 
notification and agrees not to appeal the assessment. 
Interest, at the maximum legal rate of 12% per year, is levied on all 
increases in assessments for the period the tax was originally due 
to the date of payment. Those tax assessments not paid within 30 
days bear additional interest at the rate of 2% per month, subject to 
a maximum of 100% of the tax due. 
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Withholding Taxes 
5.01 Withholding of Income Tax on Wages 
Employers must withhold income taxes on salaries and wages paid 
to residents and to nonresidents. The amounts withheld are based 
on estimates of the employee's liability for the progressive income 
tax. As no withholding tables are issued for this purpose, the 
employer or employee bases the tax liabil ity on estimated annual 
income tax divided by the number of wage payments during the 
year. Any adjustment is made in an annual withholding, which 
accompanies the December withholding payment and must be filed 
for each employee during January of the fol lowing year. Any net 
underestimate is included in the January payment, and any net 
overestimate (usually insignificant) is lost. 
5.02 Withholding on Interest, Dividends, and Other Payments 
General. All withholding taxes, as well as other income tax payments, 
are subject to the surtaxes noted in 3.03. Taxes are withheld and 
forwarded to the tax authorities by the withholding agent, which is 
the individual or enterprise paying the amounts subject to with-
holding. The withholding agent has the entire responsibility for 
withholding the proper amount. A withholding tax form must be 
filed, and the taxes paid, within 30 days after each payment 
subject to withholding. 
Nonresidents are not entitled to file an income tax return to take 
credit for tax withheld. Nonresidents registered to do business in 
Ecuador, and branches of nonresident corporations, are considered 
residents of Ecuador. (See also 10.04.) 
Interest. Withholding is not required on payments of interest. 
Instead, each loan is subject to a special tax. The tax on domestic 
loans is 1 % of the principal, regardless of the repayment terms. 
Foreign loans must be registered with the Central Bank of Ecuador. 
At the time of registration, a one-time tax is applied that ranges 
from ½% to 2% of the loan principal, depending on the repayment 
term of the loan (Rate Tables). As a means of encouraging longer-
term loans, the tax rate decreases on those portions of loan principal 
scheduled for later repayment, and any portion of principal 
scheduled for repayment after two years is not taxed. No other 
taxes are levied on payments of principal or interest. 
Exempted from the foreign loan tax are loans by foreign govern-
ments and international finance organizations; loans to public or 
semi-public entities; loans to finance agricultural or fishing activities 
with terms of two years or more; loans used to purchase machinery, 
equipment, and other property with terms of two years or more; 
and, suppliers' credits that do not involve the conversion of local 
currency into foreign currency. 
16 Deloitte Haskins & Sells 
Ecuador 
Royalties. Royalties to foreign recipients are subject to a 40% with-
holding tax plus surtaxes. The tax applies on the remittance or when 
the liability is recognized on the accounting records. No withholding 
is required on royalty payments to residents of Ecuador. 
Professional Fees. Withholding of 10% is mandatory on payments 
for professional services performed by individuals (attorneys, 
accountants, engineers, et al.). No withholding is required for pro-
fessional services performed by corporations, nor on payments by 
individuals for professional services on their behalf (7.13). 
Professional Fees Remitted Abroad. Professional fees remitted 
abroad, including those for technical assistance, are subject to a 
40% withholding tax on 60% of the total fee if the services are 
rendered in Ecuador during a period of less than one year. If the 
professional services are rendered outside Ecuador, income tax 
is withheld at the rate of 40% on 80% of the total fee. In both cases, 
surtax must be added to the 40% withholding rate. If the services 
are performed in Ecuador for a period of one year or more, the 
withholding tax plus surtaxes is imposed on 100% of the 
fees earned. 
Certain commercial activities are carried on to some extent within 
Ecuador and to some extent abroad. In some of these cases, the 
taxable income generated within Ecuador is not readily deter-
minable. The income tax law has special withholding provisions 
that apply in such cases, which include exports of local produce, 
premiums for reinsurance with foreign companies, motion picture 
rentals, income of international communication and transportation 
companies, and certain others. 
Dividends. Whether withholding is imposed on dividends depends 
on two factors: (1) whether the shareholder recipient is a resident 
or a foreigner, and (2) whether the shares are in registered or bearer 
form. A decree issued in January, 1975, prohibits bearer shares. 
Nevertheless, if dividends are paid to owners of bearer shares, 
withholding at the rate of 45% is required. 
Dividends paid to resident owners of registered shares are not 
subject to withholding. The recipients gross up the dividends in 
their personal income tax returns and utilize the income taxes paid 
by the corporation (21.76% or 23.04% for income derived from 
Guayas and Manabí). Dividends paid or credited to foreign owners 
of registered shares are subject to withholding of 40%, but receive 
credit for corporate taxes paid. 
As indicated in 3.03, all withholding taxes are imposed at the rates 
indicated plus surtaxes. 
Deloitte Haskins & Sells 17 
Chapter 6 Ecuador 
Income Subject to Tax 
6.01 The Nature of Income—Nontaxables 
The Ecuadorian tax law does not contain much detail on what consti-
tutes income. Broadly, income is defined as amounts earned in 
money, in kind, or in services by an individual or legal entity from an 
economic activity. The rules for determining taxable income gen-
erally are the same for individuals and legal entities. 
Income tax is payable on recurring and nonrecurring income earned 
in Ecuador by individuals, legal entities, and estates, whether Ecua-
dorian or foreign and whether or not domiciled in Ecuador, and on 
certain amounts earned abroad. 
For income tax purposes, the income of individuals (persona natural) 
is classified in the fol lowing groups: income derived from work in 
connection with employment; income from professional or occupa-
tional activity arising from other than an employee and employer 
relationship; income derived from work combined with capital; and 
income derived from the use of capital without any contribution of 
work by the taxpayer. These groups are described more fully below. 
Wages and Salaries of Employees. This category of income applies, 
of course, only to individuals who receive wages or salaries. Only 
matters relating to such income are discussed here; the deductions 
allowed are noted in Chapter 10. Remuneration received by residents 
in Ecuador is included in this category, whether or not payment is 
made by entities doing business in Ecuador or by international 
organizations or foreign governments. When an organization is domi-
ciled in Ecuador, remuneration paid to employees is taxable whether 
paid in Ecuador or abroad and whether for full-t ime or part-time 
work. Remuneration paid by foreign companies to foreigners working 
in Ecuador on a temporary basis is taxable, but only after the 
foreigner has worked in the country for six months. After six months, 
the foreign individual is taxed on all wages earned that year, less 
allowances and deductions. 
In addition to usual wages and salaries for services rendered as an 
employee, this category of income includes the fol lowing: 
• Extra payments and fees, any fringe benefits not specifically exempt 
from tax, bonuses, and any other form of compensation for services 
as an employee. 
• Compensation in the form of shares, bonds, profit participation, and 
the like. 
• Pensions, life annuities and subsidies, unless specially exempt from 
tax as is the case with many pension payments. 
• Compensation of directors and executives up to S / . 360,000 per 
year. (See 10.01 for taxation of the excess.) 
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• Amounts received as bonuses and indemnities, but not amounts 
provided under the Labor Code for illness and accidents. 
• Statutory indemnities for the current year. When related to a 
liquidation, legally required or otherwise, the part of the indemnity 
arising from each of the five prior years is taxable as if it were income 
of that year. When not related to a liquidation, the income is taxable 
pro rata over the number of years involved. 
• Voluntary payments received from an employer for past services 
are pro rated over the years to which they relate, with a reduction of 
5% for each year of service up to a maximum reduction of 75% for 
15 years of service. The balance is taxable as income of the current 
year. 
The first S / . 120,000 of income in this category is exempt from pro-
portional tax. Income between S / . 120,000 and S / .360 ,000 is 
subject to proportional tax of 6% and income over S / . 360,000 is 
considered to be investment income that is subject to proportional 
tax of 18%. All income in this category is also subject to the overall 
progressive tax. 
Income from Professional Services. Income in this category in-
cludes the income of professional persons, defined as persons who 
exercise professional skills in their work and perform their services 
without the direction of a superior. The fol lowing income is classed 
as income from professional services, regardless of the form in 
which it is received. When an amount is designated as "capi ta l , " it 
relates to individual proprietorships, partnerships, or joint ventures. 
• Earnings of professional sportsmen, bullfighters, boxers, artists, 
et al. 
• Earnings, when capital employed does not exceed S / . 100,000, of 
self-employed workers, commission agents, representatives, execu-
tors, trustees, consultants, doctors, customs agents, accountants, 
auditors, insurance agents, and stockbrokers. For earnings when 
capital exceeds S / . 100,000, see "Income from Work Combined with 
the Use of Capital (on next page). 
• Earnings of artisans up to varying amounts, depending on the par-
ticular profession. For earnings when capital exceeds the specified 
amounts, see next page. 
• Share of profits arising from industrial partnerships. 
• Income from patents, copyrights, or royalties obtained by inventors 
and authors. 
• Earnings of consulting companies insofar as they relate to profes-
sional services. 
Income earned by professional persons during their first year of 
professional practice is tax exempt. In other cases, professional 
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earnings are taxed on varying bases, as fol lows. Income earned in 
Ecuador by Ecuadorians, and by foreigners with more than one 
year's residence, is fully taxable and the normal deductions are 
allowed, except that in the case of a legal entity with more than one 
year's residence, the deductions cannot exceed 30% of gross income. 
Income earned in Ecuador by foreigners with less than one year's 
residence is subject to tax at 60% of gross income, with no deduc-
tions allowed. Income earned abroad by an Ecuadorian individual or 
entity, or a domiciled foreign entity, is subject to tax at 80% of gross 
income, with no deductions allowed. 
The first S / . 120,000 per year of income in this category is not sub-
ject to proportional tax; the excess is taxed at 6%. The entire net 
income is subject to the progressive tax. 
Income from Work Combined with the Use of Capital . This cate-
gory includes income earned by: 
• Individuals in commerce, industry, agriculture, fishing, mining, and 
other sectors where capital is a material factor but the individual's 
labor is also required 
• Individuals, such as self-employed workers, whose capital exceeds 
S / . 100,000, and artisans whose capital exceeds specified amounts 
• Clinics, educational establishments, and centers providing 
accounting services 
• Activities such as construction, transportation, etc., whether 
engaged in by individuals or by entities 
• A partner in any type of partnership in which the partners provide 
both capital and work effort 
• Renting of property, mines, etc., other than by corporations 
• The user of goods or living quarters without charge, except when 
the recipient is employed by the grantor 
• Individuals or partnerships without capital, but where the permanent 
activity consists of the purchase and sale of investments or foreign 
exchange 
Income in this category is subject to proportional tax of 6% and is 
also subject to the overall progressive tax. 
Income from Capital Alone. Income from capital alone is considered 
to be all income arising from the use of capital, and where no work 
effort is required. The common types of such income are dividends, 
interest, rentals of property, pensions, amounts received for not 
engaging in an activity, and the like. Certain interest and dividends 
may be tax exempt and, therefore, not includible in this category 
(6.03 and 6.04). Other income, such as from patents or trademarks. 
20 Deloitte Haskins & Sells 
Ecuador 
may or may not be included in this category, depending on whether 
or not any work effort is involved (6.06). The income of corporations 
whose permanent activity consists of the purchase and sale of invest-
ments or foreign exchange is includible in this category. Interest on 
government mortgage bonds is not includible in this category. Such 
interest is subject to tax withheld at source of 8%, which is a final 
tax. 
Income in this category is subject to proportional tax of 18% and is 
aggregated with other income for purposes of the progressive tax. 
Since residents are subject to withholding tax on interest income, 
and gross up dividends to give effect to the corporate income tax, 
these taxes are available as credits against the 18% proportional tax, 
and any excess tax credit can be used to offset the progressive tax. 
Interest and dividend income of corporations is subject to regular 
corporate income tax. The tax withheld at source is available as a 
prepayment of their income tax. 
Tax-Exempt Income. The principal kinds of income that are tax-
exempt are: 
• Interest on bonds issued by the government (except mortgage 
bonds), municipalities, political subdivisions, and public institutions 
• Retirement benefits, indemnities for injuries sustained by workers, 
payments received from the social security administration, and 
bonus payments to employees for the 13th month, 14th month, 
complementary bonus, and cost of living adjustment (14.02). 
• Dividends up to S / . 6,000 paid to employee-owners of nominal 
shares of the enterprises in which they work. 
• Employees' profit participation up to S / . 5,000 (9.06). 
• Interest income up to S / . 5,000 per taxpayer on bank deposits and 
savings accounts. 
• Reimbursements for living and entertainment expenses received 
by the administrative president and general manager are tax-exempt 
to a maximum of 30% of remuneration, but not exceeding S / . 30,000 
annually. 
• Income earned by professional persons during their first year of 
professional practice. 
• Living, travel, and entertainment reimbursements paid to em-
ployees and workers for job-connected expenses incurred for the 
purpose of earning revenue. 
• Income earned and not distributed by finance companies during 
their first three years of operations. 
• Rental income from new buildings during the first 24 months after 
the date of completion. 
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6.02 Business Income 
The determination of taxable business profits is substantially the 
same for individuals and legal entities. Profit realized or collected 
through the carrying on of business activities is measured similarly, 
regardless of the character of the income or the form of organization 
adopted for doing business. 
For individuals, business income is treated separately from other 
types of income, and includes income derived from professional 
services and from work combined with the use of capital, as 
described in 6.01. The reason for separating these two categories 
of business income is that the former is granted an exemption of 
S/ . 120,000 in calculating the 6% proportional tax (10.01). 
The principles of determining industrial, commercial, financial, 
agricultural, professional, and other business profits are basically 
alike. Profits are computed according to generally accepted 
accounting principles, with certain adjustments for tax purposes; 
e.g., only 50% of capital gains are taxed. In the case of corporations, 
profits are further classified as distributed or undistributed earn-
ings. Undistributed earnings are earnings (including nondeductible 
expenses) not appropriated to reserves or distributed as dividends. 
6.03 Interest Income 
For individuals, interest income falls into the category of income 
from capital alone, and may or may not be taxable, depending on the 
type, as mentioned below. Interest paid to residents is not subject 
to a withholding tax, but the special tax on loan principal (5.02) is 
available as a credit against the 18% proportional tax. Any excess 
tax withheld is available as a credit against the overall progressive 
tax. 
For legal entities, interest income is included in taxable income 
and taxed at normal rates (9.01) .The tax withheld at source is used 
as a prepayment of the corporate income tax (4.02). 
Interest on bonds issued by the government, municipalit ies, political 
subdivisions, and public institutions are tax exempt. Interest 
income up to S / . 5,000 per taxpayer, on bank deposits and savings 
accounts, is also tax exempt. In the case of finance companies, inter-
est income, as well as other income not distributed to their share-
holders, is tax exempt during the first three years of operations. 
6.04 Dividends 
Dividend income also falls into the category of income from capital 
alone and the exact same rules apply as for interest income 
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described in 6.03. The first S/ . 5,000 of dividends paid to employee-
owners of nominal shares of the enterprises in which they work 
is tax exempt. 
6.05 Capital Gains and Losses 
Capital gains income is considered to be the difference between the 
cost and selling price of any asset, and is, theoretically, taxable as 
ordinary income. However, the tax law directs the Ministry of 
Finance to take into account that capital gains may arise because 
of currency depreciation. 
Income derived by business enterprises from the sale of a depreci-
able asset is measured by the difference between its selling price 
and book value. Only 50% of the gain is taxable. See Chapter 13 
for gain on the sale of urban property. Capital losses are not 
contemplated in the income tax law, but the full loss has been 
accepted as deductible. 
A capital gain realized by an individual from an occasional sale of 
securities is subject to a tax of 8%. The income is excluded from 
the taxpayer's income subject to proportional tax and the pro-
gressive tax. 
6.06 Income from Royalties, Patents, Copyrights, Etc. 
In the case of individuals, income from these sources must be 
classified, as described in 6.01. In most instances, income from 
patents, copyrights, trademarks, and similar rights, would be classi-
fied as income from capital only and, therefore, would be subject 
to the 18% proportional tax and the progressive tax. Income from 
technical services is usually in the category of income from pro-
fessional services but, in some instances, would fall into work 
combined wi th the use of capital. 
For legal entities, income from these sources is included with all 
other corporate income in the determination of taxable income. 
6.07 Insurance Proceeds and Annuities 
Insurance proceeds are generally not taxable in Ecuador. However, 
losses that are otherwise deductible must be offset by insurance 
proceeds relating to the losses. 
Payments obtained from the social security administration for 
retirement benefits and indemnities for injuries are tax exempt. 
6.08 Income from Ownership and Occupancy of Real Estate 
Urban property owners who live in their own homes are subject to 
tax on an imputed rental income. Imputed rental income is calcu-
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lated as 4% of the appraised valuation of the house, less 
S / . 100,000. From such imputed rental income, deductions are 
allowed for mortgage interest, depreciation, insurance premiums, 
property taxes, and repairs. Any imputed balance of rental income 
is subject to proportional tax of 6% and is included in income 
subject to the progressive tax. 
Rental income from new buildings is tax exempt during the first 24 
months after the date of completion. 
6.09 Income of Exporters 
Exporters are uniquely affected by a special tax, incentives, and 
special income taxation. The special taxes on exports are collected 
by the Central Bank as a part of its formalit ies in issuing export 
licenses. The taxes are levied on the F.O.B. value of exports at 
these rates: 
• On handicrafts and other products exported by businesses bene-
fiting from the Law for the Development of Art isans—5% 
• On bananas and shrimps—10% 
• On other products—15% 
Incentives are offered by the government to stimulate exports. The 
incentives are in the form of tax credit certificates issued to ex-
porters who fall within certain guidelines. The incentives vary with 
the product exported. 
Foreign companies operating in Ecuador to export what are con-
sidered natural products are deemed to earn Ecuadorian-source 
income based on: the wholesale price of an identical product in the 
export market, less the cost of acquiring the product in Ecuador, 
and less transportation and other marketing costs. If the accounting 
records of such a foreign export company, or of a domestic exporter, 
do not clearly indicate the export income earned, or if the Director 
General of Revenue believes that the foreign income reported is not 
realistic, the Director General may impute taxable income on the 
basis of 50% of the difference between the C.I .F. cost in Ecuador 
and the wholesale price abroad. This imputed income wi l l then be 
assessed at 60%. 
6 .10 Employee Taxes Paid by Employer 
Income taxes are sometimes paid by an employer on behalf of the 
employees. Such payments are treated as additional income to the 
employee and are added to his remuneration for tax purposes. If 
the employee portion of the social security tax (9%) is paid by the 
employer and not by the employee, it is not deductible on the 
employee's tax return (10.02). 
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Chapter 7 Ecuador 
Deduction Items 
7.01 Business Expenses 
The income tax law and the regulations specify the costs and ex-
penses that may be deducted by business enterprises. However, 
most business expenses necessarily incurred in the production of 
income, and commonly understood as such in the accounting sense, 
are deductible even though not specifically mentioned in the law and 
regulations. An individual whose expenses relate to the production 
of income, only part of which is taxable, must apportion such ex-
pense on some equitable basis. 
Remuneration paid to directors, officers, employees, and workers is, 
of course, deductible. However, payment for services to a stock-
holder's wife and children in excess of what is considered normal 
may be held to be nondeductible. 
7.02 Depreciation 
Depreciation is normally computed under the straight-line method. 
The maximum permitted rates are: 
Commercial buildings 2% to 5% 
Industrial facil it ies 5% 
Agricultural facil it ies 8% 
Machinery, furniture 10% 
Vehicles 20% 
Higher depreciation rates may be authorized or requested in cases of 
rapid obsolescence or for other factors. Depreciation must be 
charged each year. If not charged in a loss year, the expense is not 
utilizable in later profitable years. 
Revaluation of Property, Plant, and Equipment. The income tax 
regulations and the Companies' Act permit revaluations of real 
property and structures on real property, which require the author-
ization of the Ministry of Finance. When such revaluations are made, 
no taxes are imposed on the appraisal increments. In addition, since 
1972, the additional depreciation on the revalued amount has qual-
ified as a tax deduction. In certain circumstances, the appraisal 
increment may be capitalized by issuing a stock dividend. 
7.03 Depletion and Other Items Attributable to Mineral Resources 
All natural resources in Ecuador are owned by the government. 
However, private companies often develop natural resources, either 
alone on the basis of an agreement with the government or in a 
mixed entity. In either case, royalty payments to the government 
based on production are deductible. 
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Exploration expenditures for mines, quarries, and similar assets can 
be amortized over the estimated useful life of the asset. Special 
legislation and tax rates apply to petroleum and mining profits. 
In the case of land used for agriculture, capitalized costs may be 
amortized. The term of such amortization depends on the nature 
and cycle of the crop. A special method of estimating taxable income 
is available for farmers who do not keep accounting records, pro-
vided the industrial equipment on the farm is less than half of the 
overall value of the farm. 
7.04 Bad Debts 
A general provision for bad debts may be established and is de-
ductible, but is subject to specific conditions. The annual addition 
to the reserve cannot exceed 1 % of credit sales for the year, and the 
balance in the reserve cannot exceed 5% of the outstanding 
receivables. 
Charges against the reserve must be authorized by the Director 
General of Revenue. The taxpayer must be able to show that the re-
ceivable arose from a genuine business transaction, that efforts to 
collect were made, and that the debtor is insolvent or no longer 
in business, or that the statute of l imitations for the collection of the 
debt has expired. In addit ion, before any debt can be written off it 
must have been outstanding for at least two years and for debts in 
excess of S / . 5,000, at least three years. Any recoveries of bad debts 
must be credited to income. 
Authorization to use the direct write-off method may be obtained, 
but the total write-off in any year may not exceed 5% of annual net 
income prior to the write-off. 
7.05 Payments of Rents, Royalties, and Technical Assistance Fees 
Rents paid for property used for business purposes are a deductible 
business expense. There is no requirement that income tax be 
withheld. 
Patent royalties are deductible as business expenses. When paid to 
foreign recipients, they are subject to withholding, as noted in 5.02. 
Professional fees of any kind, including those for technical assist-
ance, are deductible and are subject to the special withholding tax 
provisions noted in 5.02. 
7 .06 Taxes 
Income taxes and penalties are not deductible. Most other taxes are 
deductible including the capital tax, social security taxes paid by 
the employer, and production taxes on certain products. Corpora-
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tions can deduct the 8% provincial surtax, if applicable, and the 11 % 
national surtax. Both surtaxes are also deductible for purposes 
of the individual income tax. 
7.07 Interest 
Interest payments on debts arising in the ordinary course of busi-
ness are deductible, as are other costs arising from obtaining and 
maintaining loans. 
Interest payments on private debts of individuals may or may not 
be deductible, depending on the source of the loan and its purpose 
(6.03,10.02). Interest remitted or credited to foreign creditors is 
not subject to tax; however, foreign loans are subject to a special 
tax (5.02). 
In all cases where interest is deducted, the taxpayer must supply 
such information as the creditor's name, address, and total interest 
paid to each creditor. 
7.08 Operating Losses 
Taxpayers, whether natural persons or legal entities, that have 
business losses may carry them forward to offset the taxable income 
of future years, within certain l imits. Operating losses may be 
carried forward for five years (no more than 20% of the loss may 
be used to offset taxable income in any year), and a further limita-
tion is applied in that no more than 50% of taxable income may be 
offset in any year by the loss carried forward. As an alternative, the 
taxpayer may use more than 20% of the loss to offset the taxable 
income of any year, but such higher deduction cannot exceed 25% 
of taxable income. 
A provision was added to the above regulations that l imited the loss 
to be carried forward to the three most recent loss years. This 
provision allows for profit years to be interspersed with loss years 
so that a loss, for instance, in 1970 can still be utilized if only two 
other of the succeeding years were loss years. 
Individuals or partnerships that have a loss in one category of 
income or in one activity, that is subject to proportional tax, are 
seemingly required to use that loss to offset future taxable income 
of the same category or activity. However, if it is unlikely that future 
taxable income of a similar type wi l l be generated, the Director 
General of Revenue may, on request, permit the loss to be used to 
offset income in another category. 
7.09 Worthless Securities and Other Assets 
When securities are sold or otherwise transferred, any loss on their 
disposition is deductible and any gain is taxable. Reductions in the 
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market value of securities listed on a stock exchange are not 
deductible. However, if the securities become worthless, or it ap-
pears that their nominal value wi l l not be restored, authorization to 
write down or write off the cost may be obtained. This also applies 
to other assets such as property, plant, equipment, and intangible 
assets. 
7 .10 Casualty Losses 
Casualty losses are deductible to the extent not compensated by 
insurance. However, the deduction may not be taken in the year the 
casualty loss occurred. Instead, the loss must be carried forward 
and used to offset the taxable income of future years under the same 
limitations as operating losses (7.08). 
7.11 Charitable Contributions 
Contributions to persons and institutions legally qualified as 
"char i table" are deductible. Contributions to recipients not legally 
qualified are not deductible. 
7.12 Advertising, Entertainment, and Travel Expenses 
As a general rule, travel expenses incurred for business purposes are 
deductible. However, to deduct travel expenses for trips to other 
countries, authorization by the Director General of Revenue is 
required. The Director's decision normally takes into account such 
factors as the nature and size of the business, the benefits derived 
from similar trips in the past, and other factors. 
Generally, travel expenses are deductible by a business enterprise 
if the incurrences of the expenses had the prior approval of the 
Board of Directors, shareholders, or proprietor. 
Advertising expenses are deductible in the year incurred, provided 
they meet the general requirement of being necessary to obtain or 
maintain income from an Ecuadorian source. 
Tax law does not expressly provide for the deduction of entertain-
ment expenses. However, if it can be shown that such expenses are 
necessary to obtain or maintain Ecuadorian-source income, they 
are usually accepted. 
7.13 Legal Expenses 
All legal expenses are deductible by both corporations and indi-
viduals. As is the case with any fee for professional services as 
defined in 6.01, corporations must withhold 10% of the legal ex-
penses paid (5.02). Individuals are not required to withhold the 
10%, but must furnish the attorney's identification number when 
fil ing their tax return. 
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7.14 Insurance 
Premiums on insurance policies covering income-producing assets 
are deductible, but only to the extent the contracts of insurance are 
with companies domiciled in Ecuador. 
7.15 Foreign Exchange Gains and Losses 
The treatment of gains and losses arising from transactions in 
foreign currencies must be consistent. Realized gains and losses 
are income or expense of the period in which they arise except when 
they relate to the acquisition of fixed assets, in which case they are 
treated as adjustments of the capitalized costs. 
Unrealized gains and losses are amortized over four years, com-
mencing with the year in which the gain or loss occurred . 
7.16 Expenses Paid Abroad 
Payment may be made abroad for commissions, professional serv-
ices, and other expenses that are directly related to business 
activities in Ecuador. Such payments are deductible for income tax 
purposes if they are supported by contracts. If the payments are not 
contractually supported, they wi l l be imputed at a level not in excess 
of 2% of export sales. In both cases, the payments may be subject 
to income tax withholding (5.02). 
7.17 Amortizable Costs 
Ecuadorian tax law permits the amortization of organizational ex-
penses and of pre-production costs, and distinguishes between 
them. Organizational expenses are the legal costs associated wi th 
the forming of a new company. Pre-production costs are those 
incurred in developing and testing a product before it is marketable. 
Organizational expenses are normally deductible by amortization 
over ten years. A lesser period may be authorized for business 
ventures of shorter duration. 
Pre-production costs are normally amortized at an annual rate of 
20%. The tax authorities may approve some other amortization 
period. 
Patents. The costs of patents and other property rights from which 
taxable income is derived are normally amortized over the legal life 
span of the patent or other rights. Property rights without a time 
limitation may be amortized at the rate of 5% per year. 
7.18 Miscellaneous Expenses 
Many expenses not discussed in Chapter 7 are deductible for 
income tax purposes. These include, but are not l imited to, the cost 
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of raw materials and other materials, warehousing, administration, 
sales, general, telephone, electricity, water, transportation, cable, 
and other expenses of a similar nature. Social benefits, indemnities, 
and other such payments specified in the Labor Code and other 
laws are deductible. Other deductible items include employer 
assistance in paying employees' medical expenses, employees' 
participation in sports clubs and cultural organizations, and 
providing scholarships to employees or their children. 
7.19 Nondeductible Expenses 
As a general rule, expenditures for non-income-producing objectives 
are not deductible. The fol lowing disbursements are considered to 
be in this category: income taxes and related penalties, taxes on 
acquiring and transferring real property, inheritance and gift taxes, 
capital gains tax paid by individuals, municipal taxes on unimproved 
land, personal expenses, interest on debts not related to a business 
and on shareholders' current accounts, losses on non-income-
producing assets (jewelry, works of art, etc.), appropriations to the 
legal reserve (9.07) or a reserve for contingencies or other reserves 
not specifically authorized by law, and expenses of earning non-
taxable income. 
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Chapter 8 Ecuador 
Accounting for Income 
and Expenses 
8.01 Tax Accounting Generally 
Accounting records are usually maintained in accordance with 
income tax law which, in some cases, is at variance with generally 
accepted accounting principles (8.05). The calendar year is 
encouraged but not mandatory; however, to change from a 
calendar year to a fiscal year is difficult. 
8 .02 Accrual of Business Income and Expenses 
The income tax regulations indicate that the accrual method should 
be used by corporations for recording income and expenses. 
8 .03 Long-Term Contracts, Instalment Sales, and 
Real Estate Development 
Long-Term Contracts. Results from long-term construction con-
tracts (those wi th a duration in excess of one year) may be reported 
upon their completion, at which time a final income tax must be 
filed. Obtaining official permission to report on a completed-
contract basis requires the submission of certain documents to 
the tax authorities and agreement to the fol lowing tax obligations. 
Within 90 days after the end of the first and later calendar years, 
provisional tax declarations must be filed, and 20% tax paid as an 
advance payment of the final tax liability determined on the 
completion of each contract. The 20% tax payment is based on an 
imputed profit of 8% of all receipts in foreign or domestic currency. 
Payments received in foreign currency are translated at the 
official exchange rate. If marketable securities are received and 
sold, the relevant value must be included in the proceeds on which 
the 8% profit, subject to the 20% tax, is assumed for purposes of 
the provisional tax declaration. If the securities are not sold, 
they are excluded from revenue for purposes of the provisional 
declaration. 
When the accounting records of construction companies are not 
maintained in accordance with the requirements of the Director 
General of Revenue, or if inadequate accounting records are 
maintained, taxable income wi l l be imputed at 8% of the contract 
price. 
Foreign companies, whether or not domiciled in Ecuador, that are 
performing construction work may not deduct more than 20% 
of the contract price for payments to a foreign parent company for 
administrative expenses, fees, and other expenses. 
Instalment Sales. Profit from instalment sales may be deferred and 
taken into income as the related receivables are collected, providing 
the sales price is payable over more than 15 months and credit 
sales are over 50% of total sales. The Director General of Revenue 
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must authorize this accounting method, and the tax regulations 
specify the accounting procedures and records necessary for 
recording instalment sales. 
Real Estate Development Companies. Profit on instalment sales of 
real estate may be deferred in a manner similar to other instalment 
sales. Annual provisional tax declarations must be filed and income 
wi l l be imputed on the same basis as for long-term construction 
contracts. 
8.04 Inventories 
The Ecuadorian income tax laws state that generally accepted 
accounting methods apply to the determination of inventory cost. 
This indicates that the general principle of valuing inventory at 
the lower of cost or market applies, and that the consistent 
application of any of the recognized cost methods is authorized. 
A change in the cost method must have the prior approval of the 
Director General of Revenue, as must inventory shortages 
claimed as deductions. 
8.05 Required Books and Records 
Income tax regulations are precise concerning the accounting for 
specific items: 
• An actual count of inventory must be taken at the end of the year. 
• Sales invoices must state the seller's name, address, and taxpayer 
number. 
• Separate accounts must be kept for merchandise inventory, 
purchases, sales, cost of sales, purchase returns, sales returns, 
purchase discounts, sales discounts, each fixed asset and the 
respective depreciation and any appraisal revaluation. 
• Subsidiary expense records must contain the minimum information 
required by the regulations. 
Accounting records, invoices, check vouchers, correspondence, and 
other vouchers must be maintained for seven years. The failure 
to keep proper records may subject a corporation to income tax 
based on a presumed income determined by the Director General 
of Revenue based on guidelines in the income tax law. 
Corporations with equity and loan capital in excess of S / . 50,000, 
or annual sales of more than S / . 200,000, must obtain the services 
of a Federated Public Accountant, maintain a double entry book-
keeping system, and use the Spanish language and Ecuadorian 
currency in the books and records. These requirements also apply 
to agricultural enterprises valued at more than two mil l ion sucres. 
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The fol lowing accounting records must be maintained in bound or 
looseleaf form with each page prenumbered; and, if a Federated 
Public Accountant is required, he must sign each page: general 
journal, general ledger, inventory book containing details of all 
assets and liabilities of the business, and cash book. Foreign 
companies may maintain books abroad in accordance with the 
statutes of their own countries, but they are, nevertheless, 
obliged to maintain in Ecuador the basic books noted in this 
paragraph and in the indicated manner. 
The Companies Law requires that other corporate records be 
maintained, such as a minute book and stockholder's register. 
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Chapter 9 Ecuador 
Provisions Peculiar to Corporations 
9.01 Resident and Nonresident Corporations Compared 
For income tax purposes, a resident or domestic corporation is one 
organized and incorporated under the laws of Ecuador. Nonresident 
or foreign corporations are those incorporated outside Ecuador. 
A domestic corporation is taxed on worldwide income, while a 
foreign corporation is taxed only on Ecuadorian-source income. 
Foreign corporations and branches of such companies are taxed at 
the rate of 40% plus surtaxes, except as noted in 3.02. Resident 
corporations are taxed at 20% plus surtaxes. Earnings distributed 
to foreign stockholders are subject to an additional income tax 
withholding, which is deducted from the dividends and, con-
sequently, is effectively paid by the stockholders and not by the 
corporation. (However, the corporation acts as the withholding 
agent.) For the income tax withholding rates on dividends and 
other payments, see 5.02. See 3.02 for other aspects of 
corporate income taxation. 
9 .02 Tax on Accumulated Profits 
There is no special or additional tax on accumulated undistributed 
profits. 
9 .03 Affiliated Corporations—Consolidated Tax Returns 
The tax law does not refer to the fil ing of consolidated tax returns, 
and it appears that this would not be permissible unless a special 
authorization were obtained. Furthermore, few companies 
incorporated in Ecuador have local subsidiaries, as double payment 
of employees' profit participation (9.06) results when dividends 
are distributed to the parent company. The Ministry of Labor can 
authorize consolidation of profits for the purpose of computing 
employees' profit participation. 
9.04 Special Type Entities 
In response to pressures from other Andean Pact countries, Ecuador 
has recently created an entity called Compañía de Economia 
Mixta (CEM). This is a mixed government and private entity in 
which some shares are owned by the government (State, 
Municipali ty, or Provincial Council). Government participation, 
which can be as little as 30%, is referred to as the "publ ic sect ion" 
in contrast to the "private section." Both sections are represented 
on the Board of Directors in proportion to capital, but if the 
public section amounts to more than 50%, the president of the 
Board must come from that section. In all other aspects, the CEM 
operates similarly to any other Ecuadorian corporation. 
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9.05 Stock Dividends 
Since stock dividends normally are declared from earnings already 
subjected to income tax, they are not subject to further taxation. 
9 .06 Employees' Profit Participation 
The Labor Code stipulates that all enterprises, except artisans, 
must set aside for employees an amount equivalent to 1 5% of 
annual income before taxes. An employee's share in this 
compulsory profit sharing is based in part on the number of children 
under 18 years. This distribution of profits is deductible for tax 
purposes, and an employee's share up to S / . 5,000 is tax exempt. 
Officers and directors of the company are not considered 
employees for this purpose and do not share in the distribution. 
For additional information, see 12.02. 
9.07 Legal Reserve 
Corporations must appropriate 10% of annual profits before taxes 
to a legal reserve, until this reserve amounts to 50% of paid-in 
capital. No further appropriations are required, unless the reserve 
falls below the 50% level. 
Earnings appropriated to the legal reserve are subject to income tax 
at the regular rate of 20% plus surtaxes. The legal reserve cannot 
be used to pay cash dividends; however, the reserve may be 
capitalized in order to issue stock dividends. Generally, approval 
of the Superintendent of Companies is required if more than half 
of the legal reserve is capitalized. 
9 .08 Liquidations and Other Corporate Changes 
The manager or administrator is obliged to notify the Director 
General of Revenue no later than 30 days after a resolution to 
liquidate is adopted. Whoever acts as liquidator is obliged to 
present a balance sheet at the start of the liquidation period. 
Within four months, the Director General of Revenue is required to 
inform the company of any tax obligations. If the company fails 
to notify the Director General of Revenue, its representatives wi l l 
be subject to the penalties imposed for tax fraud, and wi l l become 
personally responsible for any unpaid taxes. 
After all creditors have been paid, any remaining assets can be 
distributed to shareholders. If the company has distributed any 
income to its shareholders before satisfying its creditors in a 
liquidation situation, the fiscal authorities wi l l require the share-
holders or their legal representatives to repay the amounts, even 
to the extent that repayments exceed the par value of the shares. 
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Redemption of Shares. The Companies Law provides that corpora-
tions may purchase their own shares without having to change 
their capital structure (authorized shares). Companies may also 
retire shares to the extent of 50% of their capital, but this requires 
a formal change in the capital structure. 
Mergers. In the Companies Law, a merger is defined as: 
• Two or more companies joining to form a new company, or 
• One or more companies being absorbed by another company. 
In either case, a merger requires the prior approval of the 
Superintendent of Companies. 
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Chapter 10 Ecuador 
Provisions Peculiar to Individuals 
10.01 General 
The combined income of individuals is taxed at progressive tax 
rates ranging from 10% to 50% plus surtaxes (Rate Tables). In 
addition to the progressive income tax and surtaxes, nondeductible 
proportional taxes are imposed on the separate categories of 
income noted in 6.01 .The proportional tax rate of 6% applies to 
individual income in the categories of annual employee wages and 
salaries in excess of S / . 1 20,000, income from professional 
fees in excess of S / . 120,000, and earnings originating from capital 
combined wi th work effort. This latter category consists principally 
of income from personal businesses or partnerships. Investment 
income, such as dividends, interest, rentals and annuities, and 
other sources of income from capital alone are subject to a 
proportional tax of 18%. Also, income from salaries in excess of 
S / . 360,000 annually is, in most cases, taxed as investment 
income (even if the recipient is not a stockholder, director, or 
officer of a corporation) and, consequently, is subject to the 18% 
tax. In computing these proportional taxes, the taxpayer's personal 
allowances and deductible expenses are added together and 
used to offset income in each category on a pro rata basis (in the 
percentage that income in each category bears to overall gross 
taxable income less overall personal allowances and deductions). 
10.02 Itemized Deductions 
There is no standard deduction; only qualified actual expenses are 
deductible. The fol lowing expenses are deductible in determining 
taxable income subject to the progressive tax, surtaxes, and 
the proportional taxes (10.01): 
• Social security taxes, if paid by the employee. Artisans who are not 
covered by social security are entitled to deduct S / . 14,000. 
• Surtaxes, both national and provincial (3.03). 
• Professional fees paid to Ecuadorian taxpayers. (Doctors' fees are 
deductible, but the costs of medicines and hospitals are not.) 
• 100% of rental payments for housing up to S / . 24,000 per year, 
when the taxpayer is not a homeowner. 
• 100% of payments to reduce a mortgage loan during the year up to 
S / . 24,000, when the loan was used to purchase, construct, or 
remodel a home. The costs of the mortgage interest and insurance 
are deductible in determining imputed rental income (6.08), but 
not in determining taxable income. 
• Investments in industrial companies as provided by the Industrial 
Development Law, except for those domici led in the provinces 
of Guayas, Pichincha and Galápagos. Eligible investments are those 
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used to purchase fixed assets, increase capital, or form a com-
pany. The deduction varies between 50% and 100% of the 
investment, depending on the location and use of the invested funds. 
Joint Returns. If both spouses derive income from salaries or pro-
fessional fees for services, separate tax returns must be filed. 
A wife 's income derived from capital alone or from work combined 
with the use of capital is imputed to the husband and added to 
his taxable income. However, if separate community property 
agreements have been legally authorized, the husband and wife 
must report their own income in separate returns. 
10.03 Personal Allowances 
The fol lowing allowances are deductible in determining the global 
income subject to progressive tax, surtaxes, and proportional taxes: 
• S / . 30,000 general allowance 
• S / . 20,000 for a married taxpayer who supports his wife 
• S / . 20,000 for alimony or any lesser amount disbursed 
• S / . 5,000 for each natural or adopted child, and adult offspring 
if incapacitated 
• S / . 3,000 for each parent 
The allowance for children and parents may only be deducted 
when the taxpayer is responsible for the dependents, and is 
allowed net of any income earned by the dependents. 
Nonresident foreigners are entitled to the above deductions to the 
extent that they have not been used in their country of origin, 
and when they can prove that they have no liabil ity for income tax 
on Ecuadorian-source income in their own country. 
10.04 Resident and Nonresident Individuals Compared 
Compensation paid by foreign companies to foreign employees 
temporarily in Ecuador for more than six months is subject to tax. 
It appears, consequently, that a person who has lived in the 
country for more than six months is considered a resident. Foreign 
professional individuals and firms are taxed at the rate of 40% 
on 60% of their earnings plus surtaxes, if their stay in Ecuador was 
more than six months but less than one year. This tax rate is in 
lieu of both proportional taxes and progressive tax. 
10.05 Taxation of Employees 
Noncash Benefits. Tax regulations specify which income is taxable 
to employees and which income is tax exempt (6.01). In addit ion, 
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certain noncash remuneration is treated as income at its fair 
market value. Income taxes are not withheld on noncash remunera-
tion, but the taxpayer includes these items in his tax return (4.01). 
Retroactive Payments. Bonuses and other remuneration for past 
service as an employee are taxable, but a special deduction of 5% 
of the retroactive payment is allowed for each year of employment, 
not to exceed 75% of the amount received in any one year. 
Employees of Foreign Employers. There is no tax distinction be-
tween employees of domestic or foreign employers, if both are 
residents of Ecuador. For the taxation of nonresidents and of 
foreign professional persons, see 10.04. 
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Chapter 11 Ecuador 
Relief from Double Taxation 
of Foreign Income 
11.01 Tax Treaties 
Ecuador has no treaties with foreign countries for the avoidance 
of double taxation. However, Ecuador is a member of the Andean 
Pact (2.02), which provides for the avoidance of double taxation 
among its members. 
11.02 Credit for Foreign Income Taxes 
Ecuadorian corporations that receive dividends from foreign sources 
may obtain a tax credit for foreign taxes on such income, depend-
ing on whether the foreign country grants a reciprocal credit to 
taxable Ecuadorian dividends. The tax credit may not exceed the 
tax payable in Ecuador on the dividends. 
Ecuadorian individuals who receive foreign-source income are not 
taxed on such income (2.03) and, therefore, have no basis on which 
to claim credit for foreign income taxes. Credit is granted for 
income taxes paid abroad, upon presentation of the tax payment 
certificate, for the fol lowing compensation payments: 
• Received by Ecuadorians, or foreigners residing in Ecuador, 
employed by international organizations and foreign governments. 
• Received by Ecuadorians, or foreigners employed abroad by Ecua-
dorian government or national entities, or by foreign enterprises 
domiciled in Ecuador, whether work is ful l-t ime or occasional. 
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Chapter 12 Ecuador 
Pensions and 
Compulsory Profit Sharing 
12.01 Taxation of Retirement Benefits and Contributions 
In addition to the retirement benefits provided by the social security 
system (Chapter 14), employers are required by the Labor Code 
to provide a pension to employees after 25 years of continuous 
service. The amount of the pension varies with the length of em-
ployment, age, and compensation during the last five years of 
employment, but cannot exceed the average monthly wage in the 
last year of employment. 
Employees do not obtain vested rights to a pension until the com-
pletion of 25 years of employment. For this reason and because 
retirement benefits are generally deductible for tax purposes 
only when paid, companies generally do not accrue for future 
retirement costs. However, a company may request permission to 
record accruals for future pensions, and to deduct them for tax 
purposes, in either of two ways: 
1 . For an employee who has 20 years of continuous employment, 
the company may accrue in each of the next five years one-fifth 
of the total estimated benefit the employee wi l l receive during 
retirement. 
2. The company may accrue retirement benefits at the rate of 2% 
of its annual payroll, excluding the 13th and 14th month bonuses 
(14.02) and other social benefits. The accruals must be credited 
to a reserve for retirement benefits and the balance in this reserve 
may not exceed 20% of the annual payroll, with the exclusions 
as noted above. 
Under either procedure, the actual pension payments must be 
charged to the reserve for retirement benefits and are not deductible. 
In addition to these mandatory retirement benefits, employers 
must contribute one month's wages each year to a reserve fund, 
which is managed by the social security system (Chapter 14). 
12.02 Employees' Compulsory Profit Sharing 
All business enterprises, except those classified as artisan, must 
distribute 15% of annual income taxes to employees. Two-thirds 
of this amount is disbursed directly to the employees without 
regard to remuneration: all employees, thus, receive an equal share. 
The other third is paid to the labor union which, in turn, distributes 
it to employees based on the number of their children under 18 years. 
The 15% employer profit-sharing contribution is based on the 
taxable income reported for tax purposes. No minimum payment 
is required in a loss year. Payment must be made within 15 days 
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after the 90-day period corporations have for fil ing their tax 
returns. Companies must send a legal certificate to the Labor De-
partment to verify that the payment has been made. 
The company can deduct the full amount of its profit-sharing 
distribution, and employees are not taxed on the first S / . 5,000 
received. Profit sharing is not subject to social security taxes and 
is excluded from annual remuneration for purposes of the 13th 
and 14th month bonuses (14.02), the complementary bonus,and 
the annual reserve fund payment to the Social Security Admin-
istration (14.01). 
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Part 3: 
Other Taxes 
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Chapter 13 Ecuador 
Taxes on Sales, Transactions, 
Commodities, and Property 
13.01 Sales Tax 
A general sales tax was instituted in 1970. The usual rate of 4% 
applies to almost all nonexempt goods and services. For hotels, 
motels, bars, coffee shops, restaurants, and nightclubs, the sales 
tax is 10% instead of 4%. Exemptions from sales tax include basic 
food products, medicines, books, magazines, newspapers, 
agricultural products, export sales, and certain other transactions 
and products. 
Raw materials are taxable, whether imported or purchased locally. 
When the raw materials are transferred to the next buyer, the 
initial tax paid on the raw materials is subtracted from the sales 
tax collected on the transfer, and only the balance is forwarded to 
the tax collector. 
Generally, the sales tax is stated separately on the invoice, although 
bills for services are supposed to include sales tax as part of the 
selling price. The sales tax is charged on the net sales price. 
Except for small companies whose capital is less than S / . 50,000, 
monthly sales tax returns must be filed, and the tax collections 
transferred, before the 20th of the fol lowing month. 
13.02 Taxes on Property 
Several levies are imposed on the sale or transfer of property. In 
addit ion, both urban and rural property are subject to municipal 
property taxes assessed on a progressive scale. These municipal 
property taxes are relatively low (Rate Tables). If a taxpayer 
owns several urban and/or rural properties, the assessed values 
of urban and rural properties are grouped by municipality, and the 
rates in the tax table are applied to the group totals. 
Tax on Increased Value of Rural Property. Since 1970, the increase 
in value of rural properties resulting from public works has 
been subject to tax. These public works, referred to in law as "works 
of infrastructure," may be financed by the government or by 
private companies as a result of negotiation with the government 
in obtaining permission to develop and explore natural resources, 
principally hydrocarbons and mines. The usual public works 
include creating new roads, paving or widening existing roads, 
constructing bridges and irrigation and drainage canals, draining 
swamps, and building piers, seaports, and airports. The taxing 
procedures are: 
• The increased value of the property is measured by the difference 
between its appraised value determined by the National Valuation 
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and Census Office before the improvements and after. The tax 
is 50% of the increase in value, and is payable in annual instalments 
over ten years, or 
• The cost of the improvements is allocated among the various 
properties on a point system, and an owner's pro rata share is 
payable in instalments over ten years. 
Certain public works are paid for by the provincial councils 
(iconsejos provinciates). In such cases, the tax on the increase in 
value is payable to these entities. 
Tax on Profits from Sale of Urban Property. Profits on occasional 
sales of urban property are taxed by the municipality where the 
property is located. The profit subject to tax is reduced by 5% for 
each year of ownership after the second year. No tax is payable 
if the property has been owned for at least 10 years. The tax varies 
from 10% to 42%> (Rate Tables), and is deductible for income 
tax purposes. 
Tax on Transfers of Real Property and Vessels. Taxes are assessed 
by municipalities on transfers of real property and vessels. The 
tax is assessed on a progressive scale (Rate Tables) on the greater 
of the contract price or the appraised value of property. 
An additional tax is payable when the transfer of ownership of real 
property is registered with the Property Registry Office. 
13.03 Stamp Taxes 
Stamp taxes are levied on most legal documents, such as notes, 
trade acceptances, registration of trademarks, import and export 
licenses, articles of incorporation, changes in bylaws, and so forth. 
The tax is based either on the consideration stated in the document 
or, where no monetary consideration is involved, on an amount 
per page (Rate Tables). Companies that qualify for incentives under 
the Industrial Development Law may be wholly or partially 
exempt from most stamp taxes. 
13.04 Fees Payable to the Superintendent of Companies 
The Superintendent of Companies is the governmental body whose 
main functions are to insure compliance with the Companies Act 
and to examine requests to increase capital, review bylaws of new 
companies, and similar matters. Corporations, branches, and 
limited liability companies must file an annual report with this 
agency within 90 days after the accounting year ends. This report 
includes a balance sheet, income statement, the names of officers 
and directors, the statutory auditor's report, and certain other 
information. 
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The costs of this agency are defrayed by a scale of fees paid by the 
companies it is responsible for monitoring. The fees are based 
on total assets and are quite low. The fees cannot exceed 1 % of 
total assets and, in most cases, do not exceed U.S. $2,000 per year. 
13.05 Tax on Capital 
The tax on capital is based on the amounts in the year-end balance 
sheet, and the tax itself is reported in the annual income tax return. 
The tax is levied on: 
• Equity capital, which is the enterprise's net worth 
• Borrowed capital, which consists of total liabilities 
For corporations, banks, and other credit institutions, the tax rate 
on equity capital is S / . 1.60 per S / . 1,000. The tax rate on 
borrowed capital varies wi th the ratio of annual income to total 
assets (rate of return). Industrial companies pay a lower tax rate on 
borrowed capital than do other companies; however, most industrial 
companies are exempt from this tax under the Industrial Develop-
ment Law (2.05). 
Deloitte Haskins & Sells 47 
Chapter 14 Ecuador 
Employment Taxes 
14.01 Social Security and Unemployment Insurance 
Ecuador has a comprehensive system of social security that covers 
all employees, with minor exceptions. The system provides old 
age pensions, various kinds of medical benefits, payments while 
unemployed or disabled, and various other benefits. These benefits 
are financed by a tax of 1 8 ½ % of the total annual compensation 
paid to employees. The employees' portion of this tax is 9%, which 
is withheld from their wages. The employers' portion is 9 ½ % , 
and the employer pays an additional ½% for the State Industrial 
Training Program. 
Foreign employees whose working time in Ecuador is expected to 
be less than a year are not required to participate in the social 
security program. Also, any foreign employee who can demonstrate 
that he is covered under the social security system of another 
country, whose benefits are not less than those of Ecuador, need 
not join the Ecuadorian system. 
In addition to the employers' contribution to the social security 
system that has been described, employers must pay one month's 
wages per year to a reserve fund managed by the social security 
system for each person who has completed a full year of employ-
ment by June 30. The one month's wages is calculated on the basis 
of 1 /12 th of earnings between July 1 and June 30, excluding 
bonuses and compulsory profit sharing. These funds are not part of 
the social security program, even though they are paid to the Social 
Security Administration. The fund is maintained for each em-
ployee, and can only be used for specific purposes, such as when 
out of work, as security for a mortgage on a dwell ing, or to supple-
ment retirement benefits. If an employee dies, his beneficiaries 
may obtain the fund accumulated on his behalf. 
14.02 Required Employee Bonuses 
Inflation had so eroded employees' purchasing power over the years 
that mandatory wage increases were decreed by the government. 
These have taken the form of bonuses, as fol lows: 
The 13th salary bonus represents 1 /12 th of employee earnings 
between December 1 and November 30, including any overtime 
pay and commissions. This must be paid no later than December 24. 
The 14th salary bonus is based on the average salary paid between 
April 1 and March 31 in regions that border on the Pacific Ocean. In 
other regions, the 14th bonus is based on the average monthly 
salary paid between September 1 and August 31. This bonus must 
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be paid by April 30 in the coastal regions, and by September 30 
elsewhere. The computation of the 14th bonus is subject to the 
fol lowing table: 
The complementary bonus, sometimes called the 1 5th salary bonus, 
is paid in ten equal monthly instalments (no payments in April and 
December in the coastal regions and September and December 
elsewhere). This bonus is based on the basic salary, but subject 
to the fol lowing scale: 
Basic Monthly Salary Complementary Bonus 
Up to S / . 5,000 One salary 
The complementary bonus is not subject to the personal income tax, 
and none of the bonuses is taken into account for purposes of 
other social benefits. However, when an employee terminates, he 
must be paid the accumulated portion of these bonuses. 
Employees are entitled to an uninterrupted vacation of 1 5 days, 
wi th Saturdays, Sundays, and holidays counted as part of the 1 5 
days. After the fifth year of employment, an additional vacation day 
must be granted for each year of service. As is not unusual in 
countries with comparatively low wage scales, the labor law im-
poses several minor requirements;e.g., each employee must receive 
a free set of working clothes each year. 
Average Monthly Salary 
Up to S / . 2,000 
S / . 2,000 to S / . 4,000 
14th Salary Bonus 
125% of average salary 
Average salary, but not less than 
S / . 2,500 
S / . 4,000 plus 40% of any excess, 
but maximum of S / . 6,000 
Over S / . 4,000 
S / . 5,001 to S / . 6,000 
Over S / . 6,000 
S / . 5,000 
S / . 6,000 
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Chapter 15 Ecuador 
Estate and Gift Taxes 
15.01 Estate Tax 
Ecuador does not tax estates. In place of an estate tax, a unified tax 
schedule is applied to inheritances, gif ts, and bequests (1 5.02). 
15.02 Inheritance and Gift Tax 
One progressive schedule of tax rates applies to both inheritances 
and gifts. The tax applies to all assets in Ecuador, whether owned 
by a resident or a foreigner. Ecuadorian-owned assets outside 
the country are not subject to inheritance tax, but the assets are 
included for the purpose of determining the progressive tax rate 
applied to the inheritor. Life insurance proceeds and certain types 
of charitable bequests are not subject to inheritance tax. A sale 
or transfer of property to children, or to relatives if the donor has 
no children, is subject to tax, unless the taxpayer can prove to the 
Director General of Revenue that the sale or transfer was an 
arm's-length business transaction. Other transfers of property 
rights, whether in perpetuity or for a l imited period, are also subject 
to tax at rates that vary with the period for which the property rights 
are transferred. For transfers in perpetuity, the rates vary with 
the beneficiary's age. 
The inheritance and gift tax rates in the Rate Tables apply to the 
spouse, children, and parents. Distributions to other parties are 
subject to higher tax rates. Only the net transfer, after deducting 
expenses and liabilities, is subject to tax. Each inheritor or receiver 
of a gif t has a one-time exemption of S / . 20,000. Assets acquired 
as a gift or inheritance are accumulated over a ten-year period, and 
the one-time exemption is utilized. If within a ten-year period, 
two inheritances are received, the second must be added to the 
first to determine the tax rate. 
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Part 4: 
Rate Tables 
and Appendices 
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Rate Tables Ecuador 
Income Taxes—Individuals 
Overall Progressive Tax Rates 
Income Bracket 
( S / . ) 
Cl-
10,000-
20,000-
50,000-
100,000-
150,000-
200,000-
500,000-
1,000,000-
2,000,000-
3,000,000-
10,000 
20,000 
50,000 
100,000 
150,000 
200,000 
500,000 
1,000,000 
2,000,000 
3,000,000 
upward 
Tax on 
Lower Amount 
(S / . ) 
None 
1,000 
2,400 
7,800 
18,800 
31,800 
46,800 
148,800 
338,800 
758,800 
1,218,800 
Rate on 
Excess over 
Lower Amount 
(%) 
10 
14 
18 
22 
26 
30 
34 
38 
42 
46 
50 
Proportional Taxes Assessed on Income Categories: 
Investment income and salaries in excess of S / . 360,000 
per year 18% 
Income derived from capital combined with work efforts 
in excess of S / . 120,000 6% 
Remuneration from salaries and professional fees in 
excess of S / . 120,000 6% 
Surtaxes: 
1. If income tax exceeds S / . 4,200, the entire amount is subject to 
a surtax of 11 %. 
2. Individuals deriving income from the provinces of Guayas and 
Manabí are subject to an additional surtax of 8%. 
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Income Taxes—Corporations 
All corporations 20% plus surtaxes 
Withholding taxes on dividends: 
Foreign owners of nominative shares 40% plus surtaxes 
All owners of bearer shares 45% plus surtaxes 
Note: Credit is given for corporate tax paid. 
Surtaxes: 
1. If income tax exceeds S / . 4,200, the entire amount is subject to 
a surtax of 11 %. 
2. Entities deriving income in the provinces of Guayas and Manabí 
are subject to an additional surtax of 8%. 
Inheritance and Gift Taxes 
Applied to transferees whose relationship is that of spouse, offspring, 
or parent. For others, the tax rate is increased by varying percent-
ages, depending upon the relationship. 
Rate on 
Tax on Excess over 
Income Bracket Lower Amount Lower Amount 
( S / . ) ( S / . ) (%) 
0- 20,000 None 6.0 
20,000- 40,000 1,200 6.5 
40,000- 80,000 2,500 7.5 
80,000- 140,000 5,500 8.5 
140,000- 200,000 10,600 9.5 
200,000- 300,000 16,300 10.5 
300,000- 500,000 26,800 11.5 
500,000- 700,000 49,800 13.0 
700,000-1,000,000 75,800 15.0 
1,000,000-2,000,000 120,800 18.0 
2,000,000-3,000,000 300,800 22.0 
3,000,000-4,000,000 520,800 26.0 
4.000.000-5,000,000 780,800 30.0 
5,000,000-upward 1,080,800 35.0 
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Tax on Foreign Loans (5.02) 
Portion of Loan Principal 
To Be Repaid in 
First 6 months 
Second 6 months 
Third 6 months 
Fourth 6 months 
After two years 
Percent of 
Loan Principal 
2 
1½ 
1 
½ 
0 
Tax on Profits from Sale of 
Urban Property (13.02) 
Profit Bracket (1) 
( S / . ) 
0- 10,000 
10,000- 20,000 
20,000- 50,000 
50,000- 100,000 
100,000- 150,000 
150,000- 200,000 
200,000- 500,000 
500,000-1,000,000 
1,000,000-upward 
Tax on 
Lower Amount 
( S / . ) 
None 
1,000 
2,400 
7,800 
18,800 
31,800 
46.800 
148,800 
338,800 
Rate on 
Excess over 
Lower Amount 
(%) 
10 
14 
18 
22 
26 
30 
34 
38 
43 
Note: 
(1) The profit subject to tax is reduced by 5% for each year of 
ownership after the second year, and no tax is payable if the property 
is held for at least ten years. 
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Municipal Property Taxes (13.02) 
On Rural Property 
Rate on 
Amount Subject Tax on Excess over 
t o T a x ( 1 ) Lower Amount Lower Amount 
( S / . ) ( S / . ) (%) 
0- 10,000 None .006 
10,001- 30,000 60 .007 
30,001- 60,000 200 .008 
60,001- 100,000 440 .009 
100,001- 200,000 800 .010 
200,001- 300,000 1,800 .011 
300,001- 400,000 2,900 .012 
400,001- 600,000 4,100 .013 
600,000-1,000,000 6,700 .014 
1,000,001 -3,000,000 12,300 .015 
3,000,001-upward 42,300 .016 
On Urban Property 
Rate on 
Amount Subject Tax on Excess over 
to Tax (2) Lower Amount Lower Amount 
( S / . ) ( S / . ) (%) 
0- 10,000 None .003 
10,000- 20,000 30 .004 
20,000- 30,000 70 .005 
30,000- 50,000 120 .006 
50,000- 100,000 240 .007 
100.000- 200,000 590 .008 
200,000- 400,000 1,390 .009 
400,000- 800,000 3,190 .010 
800,000-1,300,000 7,190 .011 
1,300,000-2,000,000 12,690 .012 
2,000,000-3,000,000 21,090 .013 
3,000,000-4,000,000 34,090 .014 
4,000,000-5,000,000 48,090 .015 
5,000,000-upward 63,090 .016 
Notes: 
(1) The amount subject to tax is the appraised commercial value less 
general deductions of S / . 15,000, and any loans payable over more 
than three years whose proceeds were used to purchase or improve 
the property. However, total deductions may not exceed 50% of the 
appraised commercial value. 
(2) The amount subject to tax is 60% of the appraised commercial 
value less deductions for certain types of loans directly related to 
the acquisition or operation of the property. 
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Rate Tables Ecuador 
Municipal Tax on Transfers of 
Real Property and Vessels (13.02) 
Amount Subject 
to Tax (1) 
( S / . ) 
0 to 5,000 
5,000 to 10,000 
10,000 and over 
Note: 
Tax on 
Lower Amount 
( S / . ) 
None 
100 
250 
Rate on 
Excess over 
Lower Amount 
(%) 
2 
3 
4 
(1) The amount subject to tax is the greater of the contract price and 
the appraised value. 
Stamp Taxes (13.03) 
Rate on 
Where Stated Tax on Excess over 
Consideration Is Lower Amount Lower Amount 
( S / . ) ( S / . ) (%) 
1 to 500 5 — 
501 to 1,000 5 .70 
1,001 to 1,000,000 8.5 .95 
1,000,001 to 3,000,000 9,500 1.05 
3,000,001 to 30,500 1.15 
Notes: 
1. The stamp tax on legal documents and contracts in which the 
amount of consideration is not stated is S / . 20 for the first page and 
S / . 6 for each additional page. 
2. The stamp tax on the incorporation of industrial, agricultural, and 
mining companies is reduced by 80% of the above rates, and by 40% 
for commercial companies. 
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Appendix A Ecuador 
Specimen Income Tax Computation 
of a Resident Individual 
s/. 
First Computation: 
Salary 
Dividends 
Business profits 
Interest on mortgage bonds: 
8% income tax withheld at source— 
no further tax due 
Gross taxable income 
Allowances and Deductions: 
General allowance 
Marriage allowance 
For two children (S/ . 5,000 each) 
Social security (9% X 450,000) 
Rental payments (maximum S / . 24,000) 
Doctors' fees 
Total allowances and deductions 
Amount subject to progressive tax 
First Computation of Tax: 
1. Progressive tax on 379,000 per Rate Table 
2. Proportional tax on investment income: 
S / . 450,000 
10,000 
50,000 
30,000 
20,000 
10,000 
40,500 
24,000 
6,500 
Dividends 
Salary in excess of S / . 360,000 
Total investment income 
Pro rata allowances and deductions: 
(investment income) 
100,000 X 
S / . 10,000 
90,000 
S / . 100,000 
390,000 
(gross taxable 
income over 
120,000) 
Amount subject to tax 
131,000 = S / . 33,590 
(total allow-
ances and 
deductions) 
S / . 510,000 
S / . 131,000 
S / . 379,000 
S / . 107,660 
S / . 66,410 
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(continued) 
Ecuador 
Proportional tax on investment income 
@ 18% 
Less corporate tax on dividends 
(23.04%) 
Net proportional tax payable on 
investment income 
3. Tax on salaries over 120,000 but 
less than 360,000 and income from 
personal business: 
Salary income 
(450,000 - 90,000 - 120,000) 
Business profits 
Total 
Pro rata allowances and deductions: 
290,000 X 131,000 
S / . 11,954 
2,304 
S / . 9,650 
390,000 
Amount subject to tax 
Tax at 6% 
Total tax of First Computation 
Surtaxes: 
11 % National, plus 8% Provincial 
Note: 
S / . 240,000 
50,000 
S / . 290,000 
97,410 
S / . 192,590 
11,555 
S / . 128,865 
S / . 24,484 
The first computation of tax is made to determine the amount of 
surtax. The fol lowing second computation treats the surtax as a de-
ductible item. A simultaneous equation would be less cumbersome, 
but the Ecuadorian tax authorities generally prefer two separate 
computations. 
Second Computation: 
Salary 
Dividends 
Business profits 
Gross taxable income 
S / . 450,000 
10,000 
50,000 
S / . 510,000 
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Ecuador 
Allowances and Deductions: 
General allowance 
Marriage allowance 
Two children 
Social security 
Rental payments 
Doctors' fees 
Deduction for surtaxes 
(see First Computation) 
Total allowances and deductions 
Amount subject to progressive tax 
Second Computation of Tax: 
1. Progressive tax on 354,516 per Rate Table 
2. Tax on investment income: 
Dividends 
Salary in excess of 360,000 
Total investment income 
30,000 
20,000 
10,000 
40,500 
24,000 
6,500 
24,484 
Pro rata allowances and deductions: 
(investment income) 
100,000 X 155,484 
390,000 
(gross taxable 
income) 
(total allowances 
and deductions) 
S / . 10,000 
90,000 
S / . 100,000 
= S / . 39,868 
Investment income subject to tax 
Proportional tax @ 18% 
Less 23.04% corporate tax on dividends 
Net proportional tax 
on investment income 
60,132 
S / . 10,824 
2,304 
S / . 155,484 
S / . 354 ,516 
S / . 99,335 
S / . 8,520 
(continued) 
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(continued) 
3. Tax on salaries over 120,000 but 
less than 360,000 and income from 
personal business: 
Salary 
Business profits 
Total 
Pro rata allowances and deductions: 
290,000 X 155,484 
390,000 
Amount subject to tax 
Tax at 6% 
Total income tax 
Surtaxes: 
11% + 8%—see First Computation 
Total income tax and surtaxes 
Ecuador 
S / . 240,000 
50,000 
S / . 290,000 
S / . 115,616 
S / . 174,384 
10,463 
S / . 118,318 
24,484 
S / . 142,802 
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Appendix B Ecuador 
Specimen Computation of 
Corporate Income Tax 
Income before employees' profit sharing, income 
taxes, and legal reserve appropriation 
Add increase in allowance for bad debts in 
excess of amount authorized 
Deduct interest on municipal bonds, exempt 
from income taxes 
Deduct exempt portion (50%) of gain on 
occasional sale of depreciable assets 
Total 
Deduct 1 5% employees' profit sharing 
Total subject to tax 
S / . 2,000.000 
300,000 
(400,000) 
(200,000) 
1,700,000 
(255,000) 
S / . 1,445,000 
Computation of Income Tax 
Retained earnings 
including appro-
priation to legal 
reserve 
Dividends on 
nominative shares 
owned by 
Ecuadorians 
Dividends on 
nominative shares 
owned by 
foreigners 
Taxable 
Income 
Income and 
Withholding 
Taxes 
Net 
Disposition 
of Income 
S / . 500,000 S / . 115,200(1) S / . 384,800 
450,000 103,680(1) 
495,000 220,572(2) 
346,320 
274,428 
S / .1 ,445 ,000 S / . 439,452 S / . 1,005,548 
(1) Represents income tax of 20% plus surtaxes, after deduction of 
surtaxes of 19%; see 3.03. 
(2) Represents corporate and withholding taxes totaling 40% plus 
surtaxes, after deduction of surtaxes of 19%; see 3.03. 
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Appendix C Ecuador 
Tax on Representative 
Earned Incomes 
Married Married 
Earned Single Couple Couple 
Income Person ( S / . ) ( S / . ) 
( S / . ) ( S / . ) (no children) (2 children) 
100,000 6.310 2,116 750 
125,000 11,419 6,883 4,802 
150,000 17,165 12,113 9,587 
175,000 22,999 17,860 15,334 
200,000 29,814 23,816 21,080 
225,000 38,216 30,986 25,989 
250,000 46,906 39,224 35,593 
375,000 97,560 88,805 82,822 
500,000 159,672 151,523 145,026 
750.000 251,067 281,638 273,602 
1,250,000 565,636 556,907 548,077 
Note: 
Income tax has been determined on the basis of earned income less 
personal allowances, social security taxes, and less rental payments 
of S / . 24,000 (10.02). 
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